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forth in paragraph (e)(2) of this section)
which are so quoted. Therefore, the bonds
are not treated as readily tradable in an es-
tablished securities market. In addition,
under the particular facts and circumstances
stated, the bonds will not be considered to be
in a form designed to render them readily
tradable in an established securities market.
The receipt of such bonds by the holder is
not treated as a payment for purposes of sec-
tion 4563(f)(4), notwithstanding that they are
freely assignable.

Example (2). On April 1, 1981, corporation M
purchases in a casual sale of personal prop-
erty a fleet of trucks from corporation N in
exchange for M’s negotiable notes, not in
registered form and without coupons at-
tached. The M notes are comparable to ear-
lier notes issued by M, which notes are
quoted in the Eastern Bond section of the
National Daily Quotation Sheet, which is an
interdealer quotation system. Both issues of
notes are unsecured, held by more than 100
holders, have a maturity date of more than
5 years, and were issued for a comparable
principal amount. On the basis of these simi-
lar characteristics it appears that the latest
notes will also be readily tradable. Since an
interdealer system reflects an over-the-
counter market, the earlier notes are treated
as readily tradable in an established securi-
ties market. Since the later notes are obliga-
tions comparable to the earlier ones, which
are treated as readily tradable in an estab-
lished securities market, the later notes are
also treated as readily tradable in an estab-
lished securities market (whether or not
such notes are actually traded).

(5) Special rule for convertible securi-
ties—(i) General rule. If an obligation
contains a right whereby the holder of
such obligation may convert it directly
or indirectly into another obligation
which would be treated as a payment
under paragraph (e)(1) of this section or
may convert it directly or indirectly
into stock which would be treated as
readily tradable or designed to be read-
ily tradable in an established securities
market under paragraph (e)(4) of this
section, the convertible obligation
shall be considered to be in a form de-
signed to render such obligation read-
ily tradable in an established securities
market unless such obligation is con-
vertible only at a substantial discount.
In determining whether the stock or
obligation into which an obligation is
convertible is readily tradable or de-
signed to be readily tradable in an es-
tablished securities market, the rules
stated in paragraph (e)(4) of this sec-
tion shall apply, and for purposes of
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such paragraph (e)(4) if such obligation
is convertible into stock then the term
“‘stock’” shall be substituted for the
term ‘‘obligation” wherever it appears
in such paragraph (e)(4).

(i1) Substantial discount rule. Whether
an obligation is convertible at a sub-
stantial discount depends upon the par-
ticular facts and circumstances. A sub-
stantial discount shall be considered to
exist if at the time the convertible ob-
ligation is issued, the fair market
value of the stock or obligation into
which the obligation is convertible is
less than 80 percent of the fair market
value of the obligation (determined by
taking into account all relevant fac-
tors, including proper discount to re-
flect the fact that the convertible obli-
gation is not readily tradable in an es-
tablished securities market and any
additional consideration required to be
paid by the taxpayer). Also, if a privi-
lege to convert an obligation into
stock or an obligation which is readily
tradable in an established securities
market may not be exercised within a
period of one year from the date the
obligation is issued, a substantial dis-
count shall be considered to exist.

(6) Effective date. The provisions of
this paragraph (e) shall apply to sales
or other dispositions occurring after
May 27, 1969, which are not made pursu-
ant to a binding written contract en-
tered into on or before such date. No
inference shall be drawn from this sec-
tion as to any questions of law con-
cerning the application of section 453
to sales or other dispositions occurring
on or before May 27, 1969.

[T.D. 7768, 46 FR 10709, Feb. 4, 1981; 46 FR
13688, Feb. 24, 1981; 46 FR 43036, Aug. 26, 1981,

as amended by T.D. 7788, 46 FR 48920, Oct. 5,
1981; T.D. 8535, 59 FR 18751, Apr. 20, 1994]

§15a.453-2 Installment obligations re-
ceived as liquidating distribution.
[Reserved]

PART 16—TEMPORARY REGULA-
TIONS UNDER THE REVENUE ACT
OF 1962

AUTHORITY: Sec. 7805, 68 Stat. 917; 26 U.S.C.
7805.
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§16.3-1

§16.3-1 Returns as to the creation of
or transfers to certain foreign
trusts.

(a) Requirement of vreturn. Every
United States person who, on or after
October 16, 1962, either creates a for-
eign trust or transfers money or prop-
erty to a foreign trust, directly or indi-
rectly, shall file an information return
on Form 3520, except as provided in
subparagraph (4) of paragraph (d) of
this section. The return must be filed
by the grantor or the transferor, or the
fiduciary of the estate in the case of a
testamentary trust. The return must
be filed whether or not any beneficiary
is a United States person and whether
or not the grantor or any other person
may be treated as the substantial
owner of any portion of the trust under
sections 671-678.

(b) Meaning of terms. For purposes of
this section the following terms shall
have the meaning assigned to them in
this paragraph:

(1) Foreign  trust. See section
7701(a)(31) of the Code for the definition
of foreign trust.

(2) United States person. See section
7701(2)(30) of the Code for the definition
of United States person.

(3) Grantor. The term ‘‘grantor’ re-
fers to any United States person who
by an inter vivos declaration or agree-
ment creates a foreign trust.

(4) Transferor. The term ‘‘transferor”
refers to any United States person,
other than a person who is the grantor
or the fiduciary (as defined in subpara-
graph (5) of this paragraph), who trans-
fers money or property to or for the
benefit of a foreign trust. It does not
refer to a person who transfers money
or property to a foreign trust pursuant
to a sale or an exchange which is made
for full and adequate consideration.

(5) Fiduciary of an estate. In the case
of a testamentary trust expressed in
the will of a decedent the term ‘‘fidu-
ciary of an estate’ refers to the execu-
tor or administrator who is responsible
for establishing a foreign trust on be-
half of the decedent.

(c) Information required. The return
required by section 6048 and this sec-
tion shall be made on Form 3520 and
shall set forth the following informa-
tion:

26 CFR Ch. | (4-1-09 Edition)

(1) The name, address, and identi-
fying number of the person (or persons)
filing the return, a statement identi-
fying each person named as either a
grantor, fiduciary of an estate, or
transferor, and the date of the trans-
action for which the return is being
filed;

(2) In the case of a fiduciary of an es-
tate, the name and identifying number
of the decedent;

(3) The name of the trust and the
name of the country under whose laws
the foreign trust was created;

(4) The date the foreign trust was
created and the name and address of
the person (or persons) who created it;

(5) The date on which the trust is to
terminate or a statement describing
the conditions which will cause the
trust to terminate;

(6) The name and business address of
the foreign trustee (or trustees);

(7) A statement either that the trust-
ee is required to distribute all of the
trust’s income currently (in which case
the information required in subpara-
graph (c¢)(9) of this paragraph need not
be furnished) or a statement that the
trust may accumulate some or all of
its income;

(8) The name, address, and identi-
fying number, if any, of each bene-
ficiary who is either named in the in-
strument or whose identity is defi-
nitely ascertainable at the time the re-
turn required by this section is filed,
and the date of birth for each bene-
ficiary who is a United States person
and whose rights under the trust are
determined, in whole or in part, by ref-
erence to the beneficiary’s age;

(9) Except as provided in subpara-
graph (c)(7) of this paragraph, a state-
ment with respect to each beneficiary
setting forth his right to receive in-
come or corpus, or both, from the
trust, his proportionate interest, if
any, in the income or corpus, or both,
of the trust, and any condition gov-
erning the time when a distribution to
him may be made, such as a specific
date or age (or in lieu of such state-
ment a copy of the trust instrument
which must be attached to the return);

(10) A detailed list of the property
transferred to the foreign trust in the
transaction for which the return is
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being filed, containing a complete de-
scription of each item transferred, its
adjusted basis and its fair market
value on the date transferred, and the
consideration, if any, paid by the for-
eign trust for such transfer; and

(11) The name and address of the per-
son (or persons) having custody of the
books of account and records of the for-
eign trust, and the location of such
books and records if different from
such address.

(d) Special provisions—(1) Separate re-
turn for each foreign trust and each
transfer. If a United States person cre-
ates more than one foreign trust or
transfers money or property to more
than one foreign trust, then separate
returns must be filed with respect to
each foreign trust where returns are re-
quired under section 6048 and this sec-
tion. If a United States person trans-
fers money or property to the same for-
eign trust at different times, then sepa-
rate returns must be filed with respect
to each transfer where returns are re-
quired under section 6048 and this sec-
tion. However, where more than one
transfer to the same foreign trust is
made by a United States person during
any 90-day period, such person may, at
his election, file a single return, so
long as the return includes the infor-
mation required with respect to each
transfer and is filed on or before the
90th day after the earliest transfer in
any such period.

(2) Joint returns. Where returns are re-
quired under section 6048 and this sec-
tion by two or more persons who either
jointly create a foreign trust or jointly
transfer money or property to a foreign
trust, they may jointly execute and file
one return in lieu of filing several re-
turns.

(3) Actual ownership of money or prop-
erty transferred. If any person referred
to in this section is not the real party
in interest as to the money or property
transferred but is merely acting for a
United States person, the information
required under this section shall be fur-
nished in the name of and by the actual
owner of such money or property, ex-
cept that a fiduciary of an estate shall
file information relating to the dece-
dent.

(4) Payments to an employees’ trust, etc.
In the case of contributions made to a
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foreign trust under a plan which pro-
vides pension, profit-sharing, stock
bonus, sickness, accident, unemploy-
ment, welfare, or similar benefits or a
combination of such benefits for em-
ployees, neither employers nor employ-
ees shall be required to file a return as
set forth in this section.

(e) Time and place for filing return—(1)
Time for filing. Any return required by
section 6048 and this section shall be
filed on or before the 90th day after ei-
ther the creation of any foreign trust
by a United States person or the trans-
fer of any money or property to a for-
eign trust by a United States person.
The Director of International Oper-
ations is authorized to grant reason-
able extensions of time to file returns
under section 6048 and this section in
accordance with the applicable provi-
sions of section 6081(a) and §1.6081-1.

(2) Place for filing. Returns required
by section 6048 and this section shall be
filed with the Director of International
Operations, Internal Revenue Service,
Washington D.C. 20225.

(f) Penalties—(1) Criminal. For crimi-
nal penalties for failure to file a return
see section 7203. For criminal penalties
for filing a false or fraudulent return,
see sections 7206 and 7207.

(2) Civil. For civil penalty for failure
to file a return or failure to show the
information required on a return under
this section, see section 6677.

[T.D. 6632, 28 FR 277, Jan. 10, 1963]

PART 16A—TEMPORARY INCOME
TAX REGULATIONS RELATING TO
THE PARTIAL EXCLUSION FOR
CERTAIN CONSERVATION COST-
SHARING PAYMENTS

Sec.

16A.126-0 Effective dates.

16A.126-1 Certain cost-sharing payments—
in general.

16A.126-2 Section 126 elections.

16A.1255-1 General rule for treatment of
gain from disposition of section 126 prop-
erty.

16A.1255-2 Special rules.

AUTHORITY: Secs. 126 and 7805 of the Inter-
nal Revenue Code of 1954 (92 Stat. 2888, 26
U.S.C. 126; 68A Stat. 917, 26 U.S.C. 7805).

SOURCE: T.D. 7778, 46 FR 27637, May 21, 1981,
unless otherwise noted.
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